
service,"11 and that "any adoption of a productivity improvement offset by the

Commission should be coupled with a much larger quality improvement offset."12

This conclusion is flawed on two counts. First, Economists Incorporated admits that

they "do not have information to place [cable franchises] in 1986 competitiveness

categories."13 That means that some share of the price increases they observed

may have resulted from cable operators exploiting their market power, rather than

from quality improvements. Second, the supposedly enormous increase in program

licensing fees cited as evidence of improved quality may also reflect the market

power of cable programming providers .- many of which are vertically integrated with

the cable operators paying the license fee. Since the demand for cable

programming is derived from the demand for cable subscription services, cable

programmers could exploit the market power of their customers, the cable operators,

by raising their prices above competitive levels. Hence, some share of the increased

license fees reflects not improved quality but increased extraction of economic rents

from consumers. Given the express objectives of Congress in passsing the Cable

Act of 1992, it would be wholly inappropriate to allow the cable industry to justify

higher rate increases in the future on the basis of their high rate increases in the

past.

11 Economists Incorporated, "A Comparison of Real Rates Charged by Competitive Cable Franchises in 1986 and 1993,·
page 1.

12 Ibid., page 5.

13 Ibid., page 2.
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E. Conclusions

14. It is indisputable that competition between cable systems operators and local

exchange carriers will grow dramatically. One cannot justify differences in

productivity offsets for cable and LECs merely because telephone service has been

traditionally considered a "utility" while cable TV has not. To promote efficiency,

innovation, investment and balanced competition, it is essential that the Commission

adopt even-handed regulatory policies toward cable and LECs. In the design of

price caps for the two industries, there is no valid economic basis for different

productivity offset factors. In both cases, the Commission should adopt productivity

offsets that reflect expected productivity gains in each industry. The TFP study of

Christensen Associates is based on very limited, possibly biased data. The

Commission should not allow the cable industry to subvert the regulatory process

merely by deferring, until such a late date, a proper, comprehensive study of total

factor productivity. Properly understood and adjusted, the cable industry-sponsored

Christensen study supports the need to set the cable productivity offset at a level no

lower than that adopted in the LEC price cap plan.
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